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KEY ECONOMIC INDICATORS 10 
Values are in US $ billion ~~ Exchange rate (buy) on 
and represent period averages September 22 was 
unless otherwise indicated. US_$1.00 = Cr$ 11.30. 
Estimated 
1975/74 % Change 
1974 1975 % Change for 1976 


INCOME, PRODUCTION, EMPLOYMENT 
GDP (1975 prices) $96.2 $100.0 6-7. % 
Per Capita GDP (dollars, 1975 prices) 925. 935. 
Gross Fixed Investment (1975 prices) 23.4 26.7 
Indices (1973 = 100) 
Total Manufacturing 107.6 LLL 
Cement 111. 4 125.0 
Steel Ingots 104.9 115.9 
Vehicles 120.7 124.0 
Chemicals 105. 4 108. 0 
Mechanical Equipment 111.6 128.5 
Electricity, Industrial Gonsumption 114.2 128. 8 
Employment in Manufacturing 110.5 110.9 
Wages, Average Monthly in 
Manufacturing (real terms) 97.2 104.1 


MONEY AND PRICE INDICES 1973 = 100 
Money Supply (My, yearend, 7G Ass 133.5 190.6 
GDP Deflator (Cruzeiros) 134.5 174.0 
Wholesale Prices (Cruzeiros) 135. 4 175.1 
Interest Rate (finance co. borrowers, 
360 day loans; all columns in percent) 46.8% 46.2% 
BALANCE OF PAYMENTS AND TRADE 
Foreign Exchange Reserves $5.27 $ 4.04 
External Debt, Public and Private 22.0 
Annual Debt Service 2.60 3.60 
Current Account Deficit 7.12 6.75 
Trade Deficit 4.69 3.51 
Exports (FOB) 7-95 8.66 
U.S. Share 1.70 1. 47 
Imports (FOB) 12. 64 12.17 
U.S. Share 4.07 4.03 


Main Imports from the U.S. in 1975 ($ million): Machinery and Parts, 
279; Wheat, 274; Aircraft and Parts, 190; Fertilizers, 185; Organic 
Chemicals, 168; Machines for Special Industries and Parts, 123; Coal, 
Coke, and Briquets, 118; Chemical Products and Materials, 114; Road 
Motor Vehicles and Parts, 100; Agricultural Machinery and Parts, 86; 
Power Generating Machinery and Parts Excluding Electrical, 84; Inorganic 
Chemical, Oxides and Hydroxides, 80; Telecommunications Apparatus 

and Parts, 79; Metalworking Machinery, 73; Office Machines 
and Parts, 72; Scientific, Optical, Etc. Apparatus, 62; Electrical 
Power Machinery, Switchgear, and Parts, 61; and Railway Vehicles and 
Parts, 50; Electrical Machinery and Apparatus and Parts, 78. 
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® values in US $ billions, current prices. 


> Estimate of average interest rate for 1976. 
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ECONOMIC TRENDS REPORT -- BRAZIL 


Summary 


A strong first-half has set the stage for 1976 growth of 
6-7.5%. But high growth was not the GOB's announced inten- 
tion -- it had hoped for a slowdown in 1976 in order to 
combat inflation and to reduce the unsustainable current 
account deficit. Although international factors helped 
give rise to these problems, Brazil's own policies are the 
keys to solutions. Credit expansion has been curbed, but 
the impact on overheated aggregate demand and production 
has been slow to come. Reacting to past monetary expansion, 
inflation has remained high -- it could reach 50-55% by 
year-end. A way must be found to boost exports, the growth 
of which has lagged in real terms. Even with the expected 
lower trade deficit this year, the higher services deficit 
will bring the current account deficit to $6 .3-6.8 billion. 
Brazil will have a continuing need to borrow large sums 
abroad. Slower growth and the import restrictions program 
should result in declining opportunities for U.S. exports 
to Brazil. The outlook for foreign investment is more pro 
mising, particularly in priority areas such as minerals. 


“Part A: Current Economic Situation and Trends 
Overall Performance 


Taking the policy-makers by surprise, economic growth was 

high in the first half of 1976, probably 7-9% over the 

first half of last year. Even with a slight downturn in 

the second half, growth for the entire year should reach 
6-7.5%. With a population of about 110 million in mid-1976, 
and an expected GDP of $106-107.5 billion, in 1975 dollars, 
per capita income will grow by 3-4.5% this year, reaching 
about $964-977 in 1975 U.S. dollars, or over $1,000 in current 
U.S. dollars. 


Curbing inflation has become the number one priority of 
Brazilian economic policy. Over the past year, inflation 
in Brazil has soared, aggregate demand has increased, and 
some distortions in the economy have worsened. There have 
been four basic causes: (a) excessive credit expansion in 
1974 and 1975 -- commercial bank lending climbed by 27% in 
real terms while deposits grew by only 9%, and loans by 
monetary authorities to financial institutions increased 
by 161% in real terms; (b) sharp increases in consumer 
buying, fueled by the credit expansion, by government- 
mandated increases in real wages last year, and by higher 
inflationary expectations; (c) good crops and prices for 
most products, which has boosted farm incomes this year; 
and (d) higher public sector spending, according to some 
news reports up by over 20% in the last 12 months. The 
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government this year started taking corrective measures -- 
credit restrictions, resulting in negligible real bank 
credit expansion to the private sector so far this year, 
and wage increases for contract workers that might not be 
much greater than increases in the cost-of-living in certain 
areas. The pace of consumer buying has begun to decline. 
Recently, the government announced that it would reassess 
all public sector (including state enterprise) spending. 
The government probably will decide to stretch out or even 
postpone certain government-backed investment projects, 
and to contain other spending. The Planning Minister has 
also called on state and beal public entities to contain 
spending. 


There are plenty of uncertainties ahead -- lags in the im- 
pact of monetary tightening on inflation, a possible need 
for new strategies to reduce the current account deficit, 
the role of inflationary expectations, and the government's 
will to resist pressures in the months ahead for monetary 
and credit loosening. In view of these uncertainties, the 
best we can predict is that neither inflation nor output 
growth will decline substantially until 1977. As Brazil 
goes through the difficult adjustment process, we expect 
the traditionally pragmatic and gradualist approaches of 
Brazilian policy-makers to continue. 


Inflation and Monetary Policy 


Contrary to government expectations, inflation, as measured 
by the internal general price index, has worsened in recent 
months -- it was 4.1% in August alone, bringing accumulated 
inflation from January through August to 32.5%. Record 

crops this year notwithstanding, agricultural prices lead 

the inflationary surge: they are up by 35.8% through 

August, versus 27.0% for non-food items. The cost-of- 

living in Rio de Janeiro, an often watched index, climbed 
30.9% through August. Leading components of this rise 

were: housing, up by 36.8% (partly an outcome of this year's 
real estate speculative boom); personal services, 35.34%; 

and food, 31.9%. In the most recent 12 month period, hous- 
ing costs in Rio have climbed by 60%. As for the near future, 
the recent upward trend in wholesale orices gives no grounds 
for optimism about slower increases in retail prices in 

the next few months. Monetary tightening, the key to 
bringing price increases down, probably will have its 
greatest impact on prices in 1977. Therefore, we expect 
inflation for 1976 to reach the 50-5% range. 
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Turning to monetary policy, Brazil's principal tool of 
stabilization policy, the Geisel administration has 
enacted new measures several times this year to slow credit 
and monetary expansion. Thus far the monetary authorities 
have: (a) raised compulsory reserve requirements of 
commercial banks three times, to the legal limit of 3%; 
and restricted commercial bank use of compulsory reserves 
for loans to small enterprises; (b) increased the Central 
Bank rediscount rate twice, to 28%; and (c) freed ceilings 
on interest rates paid by commercial and investment banks 
for deposits. Further to discourage consumer demand, 
credit terms for all automobile purchases were decreased 
to 24 from 36 months and a down payment of 30 percent 

was imposed. Measures were also taken to limit specu- 
lative land purchases and to tighten open market opera- 
tions. Credit has, therefore, been tightened -- statistics 
through August show that commercial bank credit lending 

to the private sector this year has not increased faster 
than accumulated inflation. Through August the money 
supply (M,) had increased by 11.5% over the level at the 
end of 1975. 


Finance Minister Simonsen has reiterated on several occasions 
that the nominal increase in the money supply this year 

will be kest to 25 percent. This would imply a real de- 
cline in the money supply of 20-24% if inflation is 50-5% 
and if money velocity does not increase (although it seems 

to have increased recently). Such a real drop in monetary 
growth would be unprecedented in recent years. This has 

led some observers to expect a more gradualist approach to 
monetary tightening. This course might be safer for many 
reasons, including the sensitivity of Brazilian businesses -- 
which tend to have high debt-equity ratios -- to monetary 
squeezes. 


Industry 


Industrial production, the most dynamic sector of Brazil's 
economy, increased by nearly 11% in the first-half of 1976 
as compared with the first-half of 1975. Capacity utiliza- 
tion in manufacturing in the first-half was 89%, as compared 
with 87% in both halves of 1975. Total vehicle production 
through August increased by only 4.4%, partly because high 
(heavily-taxed) fuel prices are discouraging demand. Pro- 
duction of steel through August increased by 9.5% in rela- 
tion to the same period in 1975. In the first-half, the 
highly dynamic industries were plastics, electrical and 
communications equipment, and textile machinery. Several 
industries had strong growth, including textiles (recovering 
from a poor showing in 1975), chemicals (petrochemicals, 
however gained less than expected), paper and cellulose, 

and beverages. Nonmetallic minerals and mechanical equipment 





had moderate growth, followed by clothing, metal products, 
and tobacco. Food products and transport equipment grew 
only slightly. Construction activity in the first-half 
slowed in the face of sharply rising costs. Price controls 
and import restrictions are causing shortages of certain 
industrial raw materials. This problem might worsen for 
imported products. 


The expansion of gross fixed investment in 1976 seems off 
slightly from last year. It should decline further in 1977 
in the face of expected slower growth and cutbacks in public 
sector investment. Finance Minister Simonsen has said that 
no new officially-financed investments would commence unless 
full financing were arranged in advance. Industrial Develop- 
ment Council (CDI) investment approvals from January through 
August totaled about $7.8 billion, 30% of which was foreign 
investment. Fully 75% of the approved investment will take 
place in three industries -- metals, chemicals, and mechanical 
equipment. 


The private sector's campaign against greater participation 
in the economy by state enterprises seems to have slackened 
following the announcement of a new program (PROCAP) to give 
Brazilian private firms easier access to financial resources 
for equity and credit. Statistics show that in 1975 state- 
controlled firms owned 72.2% of the net worth of the top 200 
firms in Brazil. These firms are concentrated in services 
and in certain basic products industries: public services 
(91% of the industry's total net worth), transport and 
storage (89%), minerals (61%), chemicals (59%), general 
services (50%), and metals (35%). Overall, the state-controlled 
share has increased significantly in recent years and the 
share of foreign firms has declined. 


Agriculture 


Agricultural production, despite a 60% decline in coffee 
output, is expected to increase by about 5% during 1976, 
up from last year's 34% but still short of the Second 
National Development Plan goal of Th per year. This 
year's harvests of soybeans, corn, and rice reached record 
levels. Wheat and sugar, now being harvested, are also 
expected to set new records. With farmers buoyed by this 
year's favorable prices for most commodities and by a 
Significant boost in government support prices, production 
prospects are bright for most crops in 1977. The 1976 
crop of soybeans, Brazil's leading agricultural export, 
reached about 11.3 million tons, slightly over one-fourth 
of U.S. production. Brazil's agricultural exports in the 
first-half accounted for 55% of total exports, a slight 
increase over a year ago. Leading export items in the 





first-half (in $ million) were: soybeans and soybean 
products, $1,032; and coffee, beans and soluble, $98. 
(The U.S. and Brazil account for around 99% of world soy- 
bean exports. ) 


The agricultural frontier is expanding rapidly. Total 
crop area in 1975 grew by an estimated 2 million hectares 
to a total of 43 million -- despite a 1.3 million hectare 
drop in harvested coffee area. Total harvested crop area 
is projected to leap by another 5 million hectares in 
1977. The government's regional agricultural development 
programs, especially the "POLOCENTRO" program, are provid- 
ing the incentives to accelerate frontier expansion. The 
worst problem for agriculture this year has been the 
extended drought in northeastern Brazil. Because of it, 
the region, which usually accounts for about 20% of total 
Brazilian agricultural output, will produce less of many 
products. The government has become an employer of last 
resort for over 200,000 rural victims of the drought. 


Energy 


Consumption of petroleum products is on the rise -- up 
by 9.4% from January through August compared with the 
same period last year. Increases in diesel oil (up 

by 18.3%) and fuel oil (11.1%) were highest. Gasoline 


consumption (only 27% of total petroleum products con- 
sumed), however, increased by only 2.1%. This shows that 
the official policy of discouraging gasoline consumption 
through higher prices has had some effect. Brazil's pro- 
duction of crude petroleum, which is almost one-fifth 

of its consumption, in the first-half was 2% below the 
first-half of 1975. 


For the future, official long-range predictions are 

that total primary energy consumption, which was 92.1 
million tons of crude oil equivalent (COE) in 1975, 

would climb by 6.6% per year in the 1976-1980 period, 

and by 7.4% per year in the 1981-1985 period. Reversing 
recent trends, petroleum's share of total energy consump- 
tion would decline from 44.3% in 1975 to 36.4% in 1985. 
The share of hydroelectric energy would climb from 23.2% 
to 30.9% (present capacity is 17,000 megawatts, programmed 
expansion is 27,000 megawatts); firewood's share would 
decline from 22.5% to 13.4%; and coal and other sources 
would increase from 3.4% to 13.6%. Uranium, shale, and 
alcohol would account for part of this growth even though 
their contribution is negligible today. 





Transport and Foreign Tourism 


In June the Brazilian Government imposed a Cr$ 12,000 
prior deposit requirement for Brazilian citizens or 
residents desiring foreign travel except in Southern 
Cone countries. The deposit is returned after a year 
without interest or monetary correction. The effect on 
the services account is likely to be small, but the 
measure has drawn disproportionate public criticism. 

In addition, Brazilian travellers are limited to pur- 
chasing US$ 1,000 in foreign exchange at the official 
rate. Domestic air travel, measured in passenger miles, 
is expected to be up by 15 percent this year, but the 
tourist deposit will cause a sharp drop in international 
air travel. Preliminary shipping figures indicate that 
Brazilian international tonnage through July is up by 
7% from the same period a year ago. 


Foreign Trade and Payments 


The large current account deficit, the highest of any 
developing nation, continues to be a major constraint on 
economic policy. Declines in the monthly trade deficits 
for June and July have boosted hopes for a significant re- 
duction in the 1976 deficit. Exports of $5.13 billion 
through July surpassed last year's totals by about 7.5% in 
nominal dollar value, but in real terms this represents 
very little gain. As imports averaged just under $1.0 
billion per month through August, the trade deficit during 
the first seven months probably was about $1.8 billion, 

or roughly $600 million less than the same period in 1975. 
The second-half usually is the seasonal high for exports, 
and import restrictions should have a greater impact in 
this period. On the other hand, news reports claim appli- 
cations for import licenses are greater than had been ex- 
pected. Our estimate is that the trade deficit for the 
year is likely to be in the $2.5-3.0 billion range, down 
from last year's deficit of $3.5 billion. 


The services account, traditionally in the red, will have 

a greater deficit this year -- $3.8 billion. ‘The increase 
will reflect mainly higher net interest payments on the 
foreign debt (about half the deficit). Therefore, Brazil 
again has to finance a large current account deficit, 

about $6.3-6.8 billion. The debt service ratio now stands 

at around 42%. To maintain its credit worthiness, Brazil 
must show progress in its external borrowing requirements, 
i.e., the current account deficit. By the end of this year, 
Brazil's foreign debt may reach $27-28 billion. The repayment 





schedule of existing debt is relatively even, but care 
will have to be given to preserving this. 


After declining for the first five months of the year, 
official reserves climbed by mid-September to over $4.5 
billion, according to a recent statement by the Finance 
Minister. Brazil might well close the year with reserves 
above $4 billion. 


The cruzeiro suffered 13 mini-devaluations (vis-a-vis the 
dollar) through October 12 for a cumulative 1976 drop of 
28.05% (and a 12-month total of 36.4%). While this cum- 
lative devaluation was 11.8 percentage points higher than 
for the comparable period last year, the difference can 
be explained by this year's higher inflation rate. Hence, 
there was little net gain in the competitive position of 
Brazil. Many exporters and economists argue that the 
cruzeiro should be devalued faster in order to speed the 
growth of exports and to compensate for the decline in the 
terms-of-trade since 1973 (a drop of 20.4% through 1975 
according to preliminary Central Bank statistics). 


Part B: Implications for the United States 


Import restrictions and slower growth are likely to reduce 
opportunities for U.S. exports to Brazil. The outlook for 
foreign investment, however, is somewhat more promising. 
Given these trends, the Brazilian market -- the largest in 
Latin America -- should be seen as having substantial 
opportunities combined with significant challenges, par- 
ticularly the need to keep up with changing import priorities. 


Trade 


Brazil was America's eighth largest export market in 1975 -- 
our exports to Brazil were $3.06 billion, just ahead of 

the amount shipped to France. This represents a sharp 
climb from Brazil's position in 1968 -- 13th. The increase 
in Brazil's total imports, however, has outpaced its im- 
ports from the U.S., causing the U.S. share of the 
Brazilian market to slip from 33% in 1970 to 25% in 1975. 
From January through August, U.S. exports to Brazil were 
down by 1% as compared with the same period in 1975. 


Expectations of declining export opportunities, as import 
restrictions bite harder and as growth slows, suggest several 
evolving changes in the Brazilian market: 


--There will be less and less room for imports of goods for 
which "similars" are produced in Brazil, as well as virtually 





no room for most consumer products and many low techno- 
logy items. The government has acceded to some private 
sector demands for greater local content requirements, 
even if they raise costs. For instance, a target of 50% 
has been set for locally-produced equipment in the Third 
Stage Steel Expansion Program. As another example, the 
government has stepped up pressure on the electronics in- 
dustry to use more locally-made components. 


--Investment projects (often foreign-financed) will continue 
to be a major channel for Brazilian imports of industrial 
machinery and equipment (56% of U.S. exports to Brazil in 
1975). Prospective exporters should obtain the CDI Invest- 
ment Approvals list (address: Conselho de Desenvolvimento 
Industrial, Ministerio da Industria e Commercio, Praga 

Maua 7, 18 Andar, Rio de Janeiro). 


--Brazil will need to keep importing a number of U.S. basic 
products for some time, e.g., chemicals, coal, wood pro- 
ducts, and perhaps wheat. Food and raw materials accounted 
for 41% of imports from the U.S. last year. 


Investment 


Foreign investment opportunities are promising because of the 
import substitution and minerals development programs and 
Brazil's good long-term prospects. Indicative of this, U.S. 
direct investment in Brazil grew by 21.4% in 1975, raising 
the book value at yearend to $4.56 billion. Brazil is the 
7th largest recipient in the world of U.S. investment. 


There are, however, several recent trends in government 
regulations which might affect investment. The National 
Institute of Industrial Property (INPI) has instituted a 
tighter and slower screening process for approval of in- 
ternational technology transfer contracts. The CDI has 

lost some power to grant tariff exemptions, it favors 

higher local content, and it has toughened guidelines for 
approval of new investments. It is interesting that 97% 

of CDI approvals so far this year have been granted to 

. firms that are at least 50% Brazilian-owned. Some business- 
men have noted publicly the constraints of profit remittance 
rules. 


Four important trends in the composition of investment 
opportunities are: (a) the expanding potential for 
minerals investments, (b) the good prospects for advanced 
technology-oriented enterprises, many of which are medium- 
sized, (c) increased usage of joint ventures with Brazilian 
partners of more or less comparable size, a trend supported 
by the government, and (d) a tendency in some industries 
(e.g., petrochemicals) for state-owned firms to dominate 
the production of basic products, leaving to foreign and 





domestic firms opportunities for undertaking downstream 
activities. The PROCAP program might enhance (and finance) 
the capability of some domestic firms to participate in 
joint-ventures with foreign firms. On the other hand, the 
domestic firms might, through the purchase of foreign tech- 
nology, replace some foreign investment. 


The government has designated about 40 projects and project 
areas to have priority for foreign investment and financing. 
These include projects in: iron ore extraction (Carajas), 
hydroelectric plants (about 10 projects, including Itaipu, 
which will be the world's largest), petrochemical poles 

in Bahia and Rio Grande do Sul, nitrogenated and phosphated 
fertilizers (eight projects), two aluminum projects (Albras, 
Valesul) and an alumina project, three agro-industry projects, 
four paper and pulp projects, and four steel plants or 
expansion programs. A description of these projects can 

be obtained by writing to: Commercial Counselor, American 
Embassy Brasilia, APO New York, NY 09676. In addition, 

of course, the government gives priority to petroleum 

risk contracting, which offers opportunities for U.S. 

oil companies and their suppliers. 


One of the sectors of strongest potential for mediun- 

siz@ companies is the plastics industry. Brazil's second 
"petrochemical pole" at Camacari in Bahia will shortly 

be developing plans based on plastics for its third genera- 
tion downstream investment program. Investments are ex- 
pected to be smaller in scope and simpler in technology, 

and to require less capital than the earlier primary in- 
vestments. Brazilian investors are already organizing 

joint ventures, mainly with foreign plastics companies, for the 
third "petrochemical pole" in Rio Grande do Sul. 


Specific opportunities for many investments are available 
through state development agencies. The Minas Gerais 
development agency has carried out pre-feasibility studies 
for the following projects: tanning, a forage dehydration 
plant, reforestation, commercial sheep raising, and 
animal rations based on locally-produced corn, sorghum 
and soybean bran. In the case of Bahia, pre-feasibility 
studies have recently been completed on avocado oil pro- 
cessing, ‘cottonseed cake, concentrated citrus juices, 
essential oils from citrus fruits, and pineapple juice 
and canned pineapple. These examples are only repre- 
sentative of a large number of studies in various sectors 
of industry which are available from these state develop- 
ment agencies and others. 
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